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Let’s take inventory -- where do we stand, how 
did we get here and whither are we going? 


Where do we stand -- The National Society for 
Business Budgeting commences its eighth year 
with 21 Chapters and a total membership of 
approximately 850. Since the date of our incorpo- 
ation (1951) we have conducted seven annual 
conferences sponsored by various chapters — all 
with increasing success, 


We have enjoyed a steady, healthy growth based 
on a genuine interest of the membersto accomplish 
the Society’s objectives, thus maintaining the 
standards of quality established by its founders. 


The major part of the association’s work rests 
on committees. The problems inherent with growth 
were resolved in an orderly and timely manner by 
expanding existing committees and creating new 
ones. Of particular importance was the increased 
work load of the Secretary and Treasurer, which 
became too burdensome to continue on a voluntary 
basis. Beginning this year, these functions will 
be handled by a paid staff; the nucleus of a future 
permanent staff. 


Although we have no means of accurately 
measuring our accomplishments, there is evidence 
that your Society is gaining recognition by 
educational institutions, other professional 
organizations and industry as a reliable source of 
information and assistance inthe field of business 
planning through the development and operation of 
budgetary procedures. 


How did we get here -- The answer is very 
simple. The major contributing factor has been 
MEMBER PARTICIPATION. Several years prior 
to forming a national organization several enthusi- 
astic small groups of Budget Executives recog- 
nized the need for a clearing house and other 
means of exchanging and sharing their knowledge 
and experiences in the field of budgeting, with 
others having a genuine interest in the subject. As 
a result of their foresight and capable leadership 
the National Society for Business Budgeting was 
was born and progressed to where we are to- 


day. 


Where are we going -- We are going just as far 
as your enthusiasm will carry us. This is a 
relatively young Organization grazing in a fertile 


THE NEW NATIONAL PRESIDENT’S MESSAGE 
TO THE IMPORTANT PEOPLE-ALL MEMBERS 


area extending beyond our national geographical 
boundaries. Last spring, Bill McGuire, with an 
eye to the future, organized a planning committee 
to review internal and external conditions to 
determine whether modifications and refinements 
are desirable and to project the activities and 
necessary financing on a progressive long range 
basis. This committee shall continue to operate 
in an advisory capacity to the Executive Com- 
mittee and Directors, and thereby provide for 
growth in an orderly and effective manner. 


The National and Chapter officers will furnish 
the leadership and administer the business affairs 
to the best of their ability. The best endorsement 
you can give, and the one which will return the 
greatest benefit to you, is an active part in some 
phase of the work. Business and health permitting 
you are urged to attend chapter meetings reg- 
ularly and participate in the discussions. Share 
your knowledge and experience by writing an 
article for Business Budgeting or assist the 
research committee in their projects; accept 
invitations to serve on Committees or as a guest 
speaker for your Chapter, or outside organizations. 


This is not a new thought but one uppermost in my 
mind and frequently mentioned for the sake of 
emphasis because of its importance to the wel- 
fare and stability of your Society, and I hope it 
will serve as a reminder to take full advantage of 
the opportunities which membership in N.S.B.B. 
affords. 


In subsequent issues of this publication we will 
run a series of articles on the various committee 
activities to keep you informed as to how your 
organization operates. 


On behalf of the National officers, may I again 
express our appreciation for the privilege and 
honor of serving as your leaders and acknowledge 
an indebtedness to our predecessors for their 
capable management of the Society and their 
guidapce. We approach our task with the same 
enthusiasm and confidence in the continued 
interest and support of the members as ‘ey did. 


C. H. Eckelkamp 
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NATIONAL SOCIETY FOR BUSINESS BUNGETING 


THE SEVENTH ANNUAL N S B B CONFERENCE IS HISTORY, BUT WITH THIS ISSUE OF BUSINESS 
BUDGETING, WE HOPE TC SAVE FOR POSTERITY SOME OF THE IMPORTANT SPOKEN WORDS AT 


THE CONFERENCE, AND RECORD, IN A MORE PERMANENT MANNER THAN MAN’S MIND, SOME OF 
CONVENTION SCENES. 


WE HOPE THAT YOU WHO WERE THERE CAN RE-LIVE SOME OF ITS IMPORTANT MOMENTS, AND 
THOSE WHO COULD NOT ATTEND CAN CAPTURE SOME OF ITS FLAVOR. 
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By: J. L. Peirce, 

Vice Pres, & Controller 
A. B. Dick Co. 
Chicago, lilinois 


CONTROL BY BUDGET 


Budgetary control has a thousand connotations, 
depending on the company in which it is practised. 
The word ‘‘budget’’ alone has many meanings. 
Even the emotional responses it arouses differ 
quite radically. To some people it is synonymous 
with orderly management; to others it means 
restriction and frustration. 


Many companies profess to have no budgetary 
control - yet upon questioning, their finance 
officers admit to multifarious versions of plan- 
ning, estimating, forecasting and appropriating. 
These have a decided flavor of the budget despite 
all denials. It is a question, in fact, whether there 
is such a creature as a business without some 
form of budgetary control, or whether such an 
enterprise would not actually be out of control 
altogether. 


This suggests the opportunity for some organized 
thinking in this fine field. It is my hope to survey 
with you a few of the difficult problems in which 
clear thihking is needed. Budgeting is a mature 
subject, and there is little really new to say about 
it. Yet its practise, on the whole, is not mature, 
and we all must face up to our failure to realize 
its full possibilities. 


WHAT IS BUDGETING? 


Is budgeting a mere technique of can we classify 
it as a science? Dictionary definitions seem to 


afford quite a lot of support for calling it a science. 


The presence of verifiable general laws and the 
systematizing of knowledge with reference to 
these laws is reason enough. I feel this to be im- 
portant as a starting point. When fixed rules and 
laws can be discovered for the practice of any 
technique, it takes on aspects which portend 
great development. Budgeting fits this specifi- 
cation. 


We find as we explore this subject that the rules 
which govern the science of budgeting are not 


A Point by Point Analysis of The Con- 
cept of Budgeting and its Inherent Values 


accounting rules. Neither are they rules of or- 
ganization, although both of these fields of know- 
ledge are indispensable to its practice. The rules 
that we are concerned with are those which esta- 
blish working understandings between individuals. 


It is only because business is a complex or- 
ganization of many individuals that budgeting is 
needed. It makes possible the cultivation of the 
relationship of these individuals to each other 
along a constructive course. Budgeting is the most 
fundamental expression of the relationship of the 
man who hires to the man hired. It is a philosophy 
of communication. 


To make this fact clear, examine for a moment, 
if you will, the ascending scale of man-to-man 
work relationships through the ages. The earliest 
(if we except involuntary servitude) was the simple 
agreement by the worker to do what he was told 
in return for a fixed wage. Later, a new incentive 
in the form of piece work found its way into the 
bargain. Then, as business advanced, came other 
incentives. In return for a man’s best effort he 
was offered wage raises and promotions. 


His performance under this arrangement was 
appraised largely on how well he used his em- 
ployer’s time. As his work began to include the 
supervision of others, it became important to 
consider his use of his employer’s money also. 
It was here that the budget entered the scene. 
In one form or another his expenditures were plan- 
ned and limited, and his success depended to a 
marked degree upon how well he handled the 
money allotted to him. 


From this relatively modern plane it is only a 
step, although it may be a steep one, to the re- 
lationship which we are justified in considering 
the most enlightened yet discovered. Here manage- 
ment says to its subordinates: ‘‘First I will explain 
the job to be done. You plan it, with my guidance, 
and when I have approved your plan, we will agree 
on a budget to guide you.”’ 
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Now we have the foundation of a sound business 
relationship between two individuals. The man 
responsible knows what is expected of him and 
how much he can spend. If circumstances change, 
a new budget may be built on the same foun- 
dation of understanding. But unless this occurs, 
the original budget is a commitment not to be 
exceeded without specific authorization. 


Budgeting has become a management attitude. 
When line and staff understand it properly, the 
company benefits from constant attention to plan- 
ning operations and controlling to the plan. A 
correct budget philosophy encourages indepen- 
dent thought and generates ideas. It furnishes the 
impulse to effective action and facilitates direct- 
ion of executive effort. This spark of inspiration, 
however, comes not from the techniques of quan- 
titative measurement but rather from the cul- 
tivation of a specific understanding between the 
man responsible for spending and the one to whom 
he reports. 


WHAT IS A BUDGET? 


The budget itself — the primary tool of this 
promising philosophy - may be defined as a plan 
of operation stated in the language of figures. 
It is also a constant look at the future - the beam 
of the headlight on your car. It is the indispen- 
sable preliminary to control.- And it is the first 
essential of the incessant cost reduction effort 
without which competitive industry could not 
survive. 


In purs uing the definition of the budget, it may 
be useful to see what it properly includes. The 
first step is to recognize that it covers income 
as well as outgo. It is of little use to budget 
expenses without also budgeting sales, because 
the two are inseparably related, and must be 
controlled together. We will subsequently explore 
the close relationship of expenses and capital 
expenditures, and I hope to make it clear that the 
latter must be governed by a budget in order to 
make the operating budget work. It is only a short 
step to the planning of working captial needs and 
of financing, and when these have been tran- 
slated into future dollar values, we may look at 
our planning and budget structure with a sense 
of completeness. We have an adequate tool for 
purposes of control. 


Before entering into the details of the argument 
in favor of these conclusions, I should like to 
pose the classic issue that faces all who work 
with budgets - the question of what we might 
call its tightness. How tight or how loose should 
a budget be? Is the budget a standard? A goal? 
An estimate? A maximum? Is it normally attain- 
able? How does it relate to sales quota? Or to 
forecast? 


We have to deal here with semantics as well 
as concepts, but the distinctions suggested by 
these various terms seem fundamental to me. 
Some promising installations have degenerated 
until the budget has lost all meaning, solely 
from failure to maintain an understanding of what 
the budget level implies. Therefore our first 
need is to establish this definition. 


THE BUDGET LEVEL 


The budget level, as I see it, should alway 
represent the actual plan of operations. The sales 
budget should express a planned level of volume. 
Cost and expense budgets should reflect amounts 
required to carry out a carefully constructed 
plan of production, selling, administration and 
so on. The correlation is always to planning. 


Yet we cannot stop here because planning it- 
self requires defining. The planned level of 
sales, for example, is one that the company’s 
best efforts may be expected to produce. It does 
notrepresent an easily attained minimum standard, 
nor is it an ephemeral goal, held always temp- 
tingly beyond reach. The plan is an objective that 
all who accept it can conscientiously commit 
themselves to meet by the full use of their energies. 
It is difficult enough to challenge but not difficult 
enough to discourage. It is rooted in pre-thinking 
so detailed and thorough that the organization 
knows, department by department the steps it must 
take, the quality of performance it must display 
in order to fulfill it. 


Now what about the related terms? The word 
**standard’’ falls to convey the breadth of mean- 
ing that enters into a plan or budget. In cur- 
rently accepted usage, the standard manufacturing 
cost of a product, for instance, may be a cost 
attainable under ideal, or even average operating 
conditions. It may be necessary, owing to unusual 
circumstances, to budget at a higher level than 
standard. 


‘**Forecast’’ carries the implication of an 
appraisal of a future beyond our control - as we 
generally think of the weather. It loses the fine 
significance of specific planning and the clear 
mandate to provide the control feature. Looking 
ahead longer than say twelve months ve might 
properly descend from budgeting to merely fore- 
casting operations. 


“Estimate” is subject to similar objections. 
It omits any sense of planning and control and 
leaves the flavor of guesswork. An estimate lacks 
conviction and character as compared with a bud- 
get if the latter is composed properly. It even 
suffers in comparison with a thoughtful forecast. 


“‘Objective’’ is a word closely related to the 
budget, but its connotation is indefinite, We may 
have attainable objectives or deferred objectives, 
but the word has diverse meanings and is difficult 
to correlate directly with planning. The definition 


of our objectives is desirable, but we must then 
face the more difficult task of planning and bud- 
geting to attain them. 


**Goal’’ and ‘‘target’’ are useful words in the 
management process of building an orgaization’s 
resolve for maximum performance. They lack 
the sense of obligation that accompanies a bud- 
get, however, and leave the implication of a 
desirable level, with some room for falling short 
of its achievement. Goals and targets have their 
place in budget practice. Particularly in long- 
range projection, they are valuable guides to pro- 

ress, but the planning process transforms them 
into the solid reality of budgets. 


*“*Quota’’, as usually appliedto sales, is a sell- 
ing tool. Frenquetly broken down into sales 
territories, it normally indicates an objective 
attainable with effort and experience. Quota 
levels vary widely, and are frequently the basis 
for payment of incentives. Quotas are commonly 
higher than budget levels, for a realistic sales 
budget necessarilytakes into account any expected 
failure to reach quota in some territories. Further- 
more the budget of sales volume must always be 
set at a realistic point in order that the budget of 
production may be established in conformity with it. 


I am well aware that this vocabulary is not used 
uniformly in industry, and that shadings of mean- 
ing differ from company to company. Perhaps, how- 
ever, this analysis will point up the absolute 
need for a concept of the meaning of the budget 
level in order for the budget idea to prosper in 
any organization. 


THE VALUES OF BUDGETING 


The heart of any consideration of the budgeting 
idea is contained inthe values we expect toderive 
from it. We should therefore be devoting serious 
thought to what these values are and whether or 
not we are actually realizing them. 


There are innumerable ways to describe the 
virtues of a budgeting program. Most of these 
advantages apply equally to a system of plan- 
ning and control, for the two arereally synonomous. 

First in the list I should put the assurance that, 
if the budgeting is properly done and the control 
exercised intelligently, we have something ap- 
proaching assurance of realizing a satisfactory 
profit. We need not labor the essentiality of a pro- 


fit. Industry would soon crumble without growth 
and this growth is dependent upon a stream of 


new capital equipment, and this capital must, in 
the long run, be provided by profits. No business 
can successfully follow an unplanned, uncharted 
course. The present is one of the particular 
periods in our history when a profit cannot be 
realized without planning for it and exercising 
the controls-that produce it. 

Second, intelligent budgeting provides a basis 
for making proper management decisions. Whena 
company’s operations are geared to a pre-con- 
structed plan, decisions are not reached in an 


atmosphere of haste. Major decisions have been 
anticipated in the planning and it is possible at 
any time to appraise the effect of deviating from 
the plan. Such deviation may take the form of 
increases in wage fates, reductions in prices or 
failure to reach budgeted volume. Each of these 
occurrences, whether or not completely within 
the control of management, is made in relation 
to the planning, as evidenced by the budget, and 
its effect is reflected at once in revised planning. 


The third specific value of budgeting derives 
from its use as a mechanism for controlling and 
reducing costs. The leverage of a planned profit 
operates to point up this necessity and emphasizes 
the rule of today’s business that no continuing 
profit can be had without cost reduction. The 
budget should in itself call for a reasonable 
amount of cost reduction in each budget period. 
In fact it is almost certain that adherence to 
budgeted gross margin will dictate scrutiny of 
such cost reduction avenues as improvement in 
manufacturing methods, reconsideration of make- 
or-buy decisions, reorganization of staff functions 
and so on. 


The fourth value is a corollary of the one just 
mentioned. Budgeting provides a strong approach 
to controlling and increasing income. Proper 
sales volume planning calls for a well designed 
campaign in each of the company’s product lines 
and markets. Efficacious control would demand 
explanation and remedy for each deviation from 
planned volume as it developed. On signal, it 
would direct needed power to the vital income- 
producing phases of the business. At the gross 
margin level the budget program should point toward 
emphasis on relatively profitable items, simplifica- 
tion of product lines and design improvement to 
effect cost reductions. 


THE DANGERS OF BUDGETING 


Along with these values go some subtle dangers 
which deserve mentioning in order that we may be 
on guard against them. One of the most common of 
these isthe failure to accept genuine opportunities 


because the costs which they entail are not pro- 
vided in the budget. 


It is a reasonable guess that some companies 
will defer too long the installation of electronic 
data processing simply because its costs are not 
included in budgets. Product research is full of 
such pitfalls. The remedy is in a flexible attitude 
toward budgeting on the part of top management. 
A too rigid adherence to the budget may be short- 
sighted, when, with..approval, it may profitably be 
exceeded or revised. 


A corollary danger is the failure to reduce costs 
because expenditures are running within budget 
limits. It is very easy, for example, to fall into 
this trap: A budget of expense for the promotion 
of a given line of products is presented and its 
approval gained based on a well argued case. 
Subsequent developments such as delay of new 
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product introduction cause deferment of certain 
advertising expenditures. As a result, actual ex- 
penses for the department are below budget in total, 
and no effort is made to control or reduce the 
costs of the other items. The remedy for this and 
dozens of comparable situations is found in a 
manabement-promoted cost consciousness, applied 


unremittingly throughout the organization. 


Perhaps even more costly than either of the 
errors just described is the possible damage to 
morale if budget administration is mishandled. 
When any manager fails to keep faith with a sub- 
ordinate he is guilty of jeopardizing morale. An 
example of this is the tendency to ask for an all- 
out expense reduction effort, to agree to the 
reduced budget so achieved, and then to insist 
forthwith on further reductions. Another sure way 
of creating trouble is to refuse an earned salary 
increase on the ground that it is not provided in 
the budget. 


Only slightly less destructive is the across- 
the-board budget cut. When management decrees 
a reduction of say 10% in all budgets it confesses 
its inability to attack costs intelligently, and to 
merit the cooperation of all department managers. 
The injustice and havoc brought about by the 
uniform-percentage cut is evident when we con- 
sider the suffering characteristics of a company’s 
departments. It may be feasible to reduce some 
by 15% and short-sighted totrim others by even 5%. 


Another serious danger in budget activity is 
the introduction of wrong incentive. All budget- 
ary control, measurement and standard-setting 
creates an incentive of some kind, and the em- 
phasis of that incentive must be studied with 
particular care. If a budget system reduces costs 
but fails to improve profit, we may have an example 
of improper incentive. A sales department devoted 
to low-cost selling but ignoring the potential 
volume in the quantity buyer market which requires 
higher calibre salesmen is misplacing its emphasis. 
A management dominated by the index of return 
on investment may be blinded to opportunities 
offering only moderate profits but with important 
future possibilities. 


Examples could be multiplied, but these mis- 
takes will suffice to point out the element of 
danger in the budgeting process. This is a power- 
ful tool and it must not be misused. 


WHO MAKES THE BUDGET? 


The starting point for sound budget practice is 
the placing of responsibility for making the budget. 
We have long since discarded the crude begin- 
nings of budgeting in which a foreman was handed 
a complete budget to govern his operation, put 
together by a staff department or by his boss, 
without his participation. We have in fact almost 
accepted the broad principle that he ought to 


prepare his own budget. This advanced stage of 
delegation, however, can only be reached when 
he has a thorough knowledge of the job to be 
done, some expert guidance from his superior in 
the performance standards he should be expected 
to achieve, and help from a skilled budget staff. 


Given these.conditions,.the foreman should be 
im @ position to do his own planning, and hence 
to prepare his own budget. Collaborating with the 
factory superintendent, he produces a budget 
Satisfactory to both. From this point, combined 
with the approved plans of other foremen, it enters 
into the total budget for the manufacturing oper- 
ation. 


Assuming approval at the level of management 
responsipie for profits, the budget then becomes 
in effect an authorization to proceed in accor- 
dance with the plan. The budget is in fact nothing 
more than the orderly statement of the plan — in 
dollars, machine hours, units of production, man- 
power and so on — arranged in such a manner 
that it may be compared with actual results in 
convenient time spans. 


Although this planning initiates with the fore- 
man or department manager, it should be empha- 
sized that the budget cannot be prepared success- 
fully without strong initial leadership from manage- 
ment in setting operating objectives. This factor 
should be introduced at an early stage in the 
process of budget making. It also demands a back- 
ground of education in company policies under a 
continuing program. The exercise of management 
guidance is not inconsistent with the principle of 
requiring a foreman to make his own budget, but 
rather should insure a result more in harmony with 
the profit objectives of the company. 


In making effective the principles we have been 
discussing, a few simple rules of procedure must 
be observed. The first of these is: Only charge 
to a man’s budget that which he can control. 
There are of course varying degrees of control, 
and a charge for floor space, for example, is a 
legitimate cost of the operation of a department 
manager, even though he may not be in a position 
to control the elements which comprise it. But 
meaningless lumps of uncontrollable apportioned 
overhead serve no good purpose and tend to mystify 
and discourage the manager. 


Particular care must be used in charging for 
services performed by other departments. There 
must be available to the manager so charged an 
explanation of the services he receives in suf- 
ficient detail that he can exert his effort to keep 
them at a minimum. 


Finally the accounting used for budget pur- 
poses must be clear. The accounts must be well 
defined as to content, and adequate explanations 
of amounts over or under budget must be sup- 
plied promptly. These are self-evident rules, 
but they are too often disregarded. The resulting 
confusion will nullify the value of the budget 
system. 


— 


BUDGET CONTROL POINTS 


In the timing of budget administration there 
occur a number of specific points of contact and 
decision involving a manager of budgeted unit 
and the man to whom he is responsible. It is 
extremely useful toidentify these key occurrences, 
which may well be ref erred to as ‘‘control points.’’ 
They are the specific times when, under the 
design of the plan, management effort is exerted 
in the planning and control process. 


We have already discussed the first control 
point — the original construction, review and 
approval of the budget. The second is deviation 
from the budget, a control point which comes 
into focus in one of two ways. The preferable 
way is through seeking approval in advance for 
the deviation. The other is through the post- 
period comparison of actual results with budget. 


The challenge to strong budget management is 
to equip the manager with sharp enough tools and 
to train him sufficiently in their use, so that he 
can recognize imminent changes in cost levels in 
time to report them in advance of their occurrence. 
If, for example, an increase in production load 
will obviously cause the department to incur some 
overtime premium cost, it should be possible to 
recognize this in advance. Coming changes in 

ersonnel, in products or in machines used are 
requently .known. Weekly production and ef- 
ficiency reports proyide knowledge of deviations 
from budgeted levels withoug awaiting the monthly 
budget comparison. A manager attuned closely to 
his’ operation and familar with the make-up of his 
budget is currently aware of his budget status. 


The significance of this technique as a budget 
control point lies in the use to which it is put. It 
is here that control is exercised. Budget is not 
exceeded except by approval, even if the excess 
cost is unavoidable. By organization steps the 
deviation travels up the line until it reaches the 
lowest level at which the decision can properly 
be made. In cases of substantial variations or 
sizeable accumulations of small variations, this 
point may be the president’s office. The magni- 
tude of the effect on profits is the determirant. 


The understand ing» governing the~company’s 
budget program should provide for full discussion 
of instances where exeeeding expense budgets 
would seem to be to the benefit of the company. 
Permission to do so Should be forthcoming if it 
can be demonstrated that such action will be 
profitable. 


The third control point is revision of the bud- 
get. This is a topic im itself, Before considering 
it, we might well examine the timing of budget 
operation, since the cycle adopted materially 
affects the revision control point. 


Allowing for differences in various types of 
business, it is probably reasonable to apply the 
term ‘‘budget’’ to a plan which extends for a 
period of no longer than one year. For such a 


period the budget may normally be prepared in as 
much detail as required for control purposes, al- 
though the latter portions of the year need not be 
supported immediately with complete detail. 


For the following two years, generally the 
planning is more of the quality of an estimate or 
forecast than a budget, and one of these terms 
would be preferable. This period should normally 
call for a sales forecast, an estimate of profits, 
and a financial program which includes planned 
capital expenditures. 


Beyond three years, the quality of the planning 
is suchthat it might be termed a projection. Long 
range forecasts of sales volume and of capital 
requirements are of value in picturing the future 
growth and other characteristics of the company 
and in visualizing capital needs. 


BUDGET REVISION 


The basic fact to deal with in considering 
budget revision is that conditions change. Some- 
times the change in outlook is radical and rapid; 
at other times it is gradual. Both adjustment to 
external changes and internal improvement require 
shifts in planning, however, and the budget must 
be as flexible as the plan. We must have an 
orderly process for its revision. 


How flexible can a budget be? At one extreme 
we might subject it to continual revision, perhaps 
even monthly, reflecting each failure to sell or to 
contain costs. This is a weak approach and does 
not emphas ize adequately the necessity for living 
up to commitments. Atthe other extreme we might 
conceive of operating for an entire year with no 
revisions. Experience withthis method shows that 
as the months go on changes in conditions and 
related changes in planning render the budget 
unrealistic. Both extremes destroy the ef fective- 
ness of any budget. 


The occasion for revision is more a matter of 
management judgment than of formula. I think we 
must start withthe premise that no revision should 
be made in volume or expense levels unless our 
considered j udgment tells us we must abandon the 
original plan. In such an event we ought to have 
positive reasons for making the change, or else 
prove to our satisfaction that the original plan 
itself was wrong. Major changes in markets, 
products, prices or wage levels would naturally 
call for revision of budgets. If the budget is to be 
maintained as an active, live instrument of con- 
trol, it must be kept current. 


Since top management is responsible for the 
net profit of the company, it must be aware of 
changes in planning at any level of organization 
which affect that result. It follows that any oc- 
currence bringing about the need for budget 
revision is a concern of top management and 
should be given consideration at that level. 


4 
he 
¥ 
t 
Sa 
| 
q 
‘ 
4 
9 
fed 


Budget revisiontherefore finds its ultimate inthe 
budget profit and loss statement, comparing new 
with superseded planning, and providing manage- 
ment with the means for placing divisional and 
departmental responsibility for the changes. 


Countless techniques are practised for revising 
budgets. The most common timing appears to be a 
quarterly revision. Some companies revise for the 
remainder of the calendar of fiscal year — others 
leave the original budget unchanged and carry a 
parallel running estimate, revised frequently, in 
order to appraise and control deviations from 
budget. The particular method adopted does not 
appear to be as important as it is to exercise Cor- 
rect budget principles to effect control. 


BUDGETING REQUIRES 
FINANCIAL PROGRAMMING 


One of the really significant advances in recent 
years in this science is the developing recog- 
nition that planning and control, and hence budget- 
ing, cannot be restricted to operations but should 
embrace capital items as well. Not only capital 
expenditures are included in the coverage of a 
sound budget program, but every item in the 
balance sheet. This conclusion at first seems 
radical if you have not followed through the chain 
or reasoning which supports it, but is readily 
demonstrable and has been proven sound in 
practice. 


All financial management: will concede the 
necessity of planning ahead for capital require- 
ments. Forthcoming needs for plant expansion and 
increases in working capital items accompanying 
growth in sales volume furnish reasons aplenty 
for careful scrutiny of future needs. Since the 
period of planning for this purpose is normally 
longer than one year, let us refer to the plan and 
its statement in dollars as a financial program 
rather than a budget. 


Strangely enough, such programs, in various 
forms, have been employed for many years by the 
financial officers of many corporations, while at 
the same time an operating budget was used by a 
controller or chief accounting officer for the 
current control of expenses and profits, without 
any conscious coordination between them. Modern 
planning and control demands that they be coord- 
inated. 


It is interesting how well the budget principles 
already discussed fit this pattern. Assume, for 
example, that we are constructing a financial 
program for a manufacturing company for a period 
of three years. The first step is the preparation of 
capital expenditures for the first year, together 
with estimates of requirements based on pro- 
duction planning for the following years. 


The first year’s budget should include a listing 
of individual machine tools, equipment and 
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capitalizable improvements. It should be pre- 
pared by manufacturing management, placing 
ultimate responsibility at the lowest practical 
level. Coordination by staff engineering depart- 
ments should not be permitted to obscure the 
basic responsibility of line management for this 
budget, since the latter’s use of the new equip- 
ment will have a direct bearing on its operating 
budgets. 


The second and third years’ needs may be esti- 
mated by manufacturing management, with partici- 
pation by plant superintendents, central manu- 
facturing executives and staffengineering groups. 
Approval is ultimately required, as for the oper- 
ating budget, at the top management level. 


The procedures for approval of capital expendi- 
ture budgets, reporting of expenditures against 
budget and revision of budgets differ in form but 
not in principle from the manner of handling 
operating budgets. The control points are the 
same. So is the basic organization relationship 
that gives life to the budget idea. 


The incentive for controlis somewhat different, 
however. Whereas the need for adequate profit 
impels the control of operating costs, another 
motive appears (aside from the relatively minor 
depreciation charge increase) for avoiding waste- 
ful capital expenditures. Lack of control will 
create excessive capital investment on which an 
earning is required. Although each capital ex- 
penditure proposal may meet the formula test of 
prospective net return, experience proves that ad- 
vance planning, budgeting and control is also 
needed as a brake on a mounting capital invest- 
ment. 


Furthermore, close budgetary control of factory 
operating costs will create pressure for capital 
items. Most new machinery purchases are justified 
in part on the basis of improved speed, capacity 
or accuracy, all of which are usually translated 
into reduced costs. It is obvious that in a factory 
where heavy pressure is exerted on costs without 
comparable control of equipment purchases, capital 
investment will tend to increase excessively. 


CASH CONTROL 


The capital expenditure budget and forecast 
having been established, we can complete the 
financial program for the three year period. 
Broadly speaking, this falls into two parts: 
requirements for capital, and sources of capital. 
These of course correspond with the assets and 
liabilities sides respectively ofthe balance sheet. 
For this reason it is sometimes simplest to ap- 
proach the financial program from this standpoint, 
although various kinds of cash flow budgets are 
in use. 


Visualize, if you will, pro forma balance sheets 
atthe close of each of the forthcoming three years 


and at interim dates during the first year. First a 
cash balance should be provided which will 
serve the company’s normal operating needs. 
Receivables and inventories may be estimated 
based on anticipated turnovers related to fore- 
casts of sales volume. Fixed assets are determ- 
inable from the capital expenditure budget and 
estimates just described, and depreciation re- 
serves may be fitted in based on current rates. 
Any other assets which are a part of the com- 
pany’s operating picture are added, and the total 
or requirements for capital at the close of each 
year of the program has been projected. 


On the liability side,accounts payable, accurals 
and tax reserves may be estimated, leaving only 
the sources and amounts of capitaltobe supplied. 
The earned surplus account will be a composite 
of the current balance and future estimated «arn- 
ings, deducting anticipateddividend declarations. 
The balancing figure is the amount of capital 
required to be furnished by equity investment and 
by borrowings, both long and short term. 


We can now bring into focus two very important 
objectives of this extensive planning,and perhaps 
from the point of view of financial management, 
these are the epitome of the entire process. One 
is the capital structure to be employed and the 
other is the control of the flow of cash. The two 
are closely inter-related. 


The space at our disposal does not permit a 
survey of the factors which govern the choice of 
sources of capital. It is elementary that the rate 
of earnings on equity capitalis normally improved 
by the use of the company’s credit in arranging 
long term borrowings. Short term loans may then 
be fitted into the picture to provide cash for 
temporary peak requirements. 


In considering any channel for securing money, 
profits are of primary importance, for it is this 
yield which services the debt — both income and 
principal. In planned profits are found interest 
and dividends as well as repayment of loans. 


I hope this chain of thinking has spread before 
you the panorama of budgeting in its larger sig- 
nificance. Budgeting was once a term which 
referred only to a technique for the control of 
costs and expenses. Today its meaning has 
broadened until it has merged with the idea of 
planning and control, embracing income as well 
as outgo; the longer foreseeable future as well 
as the period just ahead; the financial program as 
well as the operating plan. I have tried to make 
plain the close inter-relationship of these areas 
of thought and to show that eventually, in order 
to do the right kind of budgeting job, we must 
include them all. No part of the program may be 
omitted without jeopardizing the whole. 


COST REDUCTION AND THE BUDGET 


I have referred to the fact that continuous cost 
reduction 


is indispensable to industry. This 
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point seems worthy of special emphasis. Cost 
reduction programs, in various forms, have become 
a Significant factor in the ability of many com- 
panies to stay in business and make a profit. 


Now the budget has been a primary tool of 
cost reduction. It has furnished a guide-post 
from which to seek and measure cost savings. 
Some companies have successfully employed a 
cost reduction budget, by which is meant a goal 
of specific savings accumulated through the 
organized efforts of line and staff groups. The 
Savings are costed and accumulated statistically 
without regard for the offsetting effect of any 
cost increases occurring at the same time. 


Regardless of the cost reduction technique 
employed, regardless of whether the factory or 
the office is the target of cost reduction ef fort, 
the budget is the starting point. This purpose, 
however, sometimes causes conflict with the 
concept of the budget as a planning instrument. 
To treat the departmental expense budget, for 
example, as an approved plan, does not encourage 
further cost reduction effort. 


The challenge is to use the budget intelligently 
for both purposes - or, perhaps better stated, to 
identify the two purposes with each other so 
that they become one. 


Ideally, in the process of setting budgets, we 
should give full scope to all the techniques of 
measurement. The budget should reflect a plan 
free from excess costs, trimmed to the point 
where to abide by it andturn out the work requires 
all concerned to be performing at a creditable 
standard. Thereafterthe ef fort should be to control 
by variance from budget, under the well known 
principle of management by exception. 


If a standard cost system is used, it will fre- 
quently be necessary to budget variances from 
standard. An example is the excessive material 
cost anticipated during early periods of production 
of a new item. There are many other instances 
where we must expect and therefore plan for 
excessive costs, perhaps of a temporary nature, 
which should not be incorporated into the stan- 
dard cost of product. Here the management by 
exception spotlight would fall on the excesses 
over budgeted variances. 


As a practical matter it is difficult to rely 
wholly on the management by exception theory be- 
cause we are never completely confident in the 
budget itself. Therefore in searching for the 
maximum yield of which the organization is cap- 
able we apply our measurements to actual results. 
This is almost the sole reason, for example , 
for comparing this year’s sales with the same 
period of last year. If we were fully confident in 
our budgets such comparison would be of little 
value; previous experience would have entered 
into the budget of sales so that we would only be 
interested in comparing actualresults with budget. 


I think it is evident that we will never lose in- 
terest inthe year-to-year comparison. By the same 
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token, regardless of the care with which the bud- 
get has been constructed, we must take ad- 
vantage of the additional dimension provided by 
measurement of actual against actual — for ex- 
amples, the useful ratios of sales expense or of 
research costs to sales volume. 


The cost-reduction eff ort then must be pursued 
comparing today’s costs against previous per- 
formance and against such goals and standards 
as we candevelopto measure operating efficiency, 
as well as against budget. 


It should be self-evident that the presence of a 
plan ought not to be allowed to vitiate the force 
which might exceed it. It is one of the particular 
responsibilities of management to be alert to 
avoid complacency in those areas where the 
budget is being met, when additional effort might 
produce an even better job. 


THE CONTROLLER AND 
THE BUDGET STAFF 


We have discussed at some length the particular 
line relationship that gives the budget its vi- 
tality. I should like to refer now to another work- 
ing understanding, equally important - that of the 
budget staff to the line. This contact point may 
well determine the degree of success achieved by 
the budget program. 


No written job description can do justice to 
the qualities a staff budget man must have, nor 
to the attitude he must display toward those 
responsible for spending. He can neither censure 
nor praise, being obliged to leave these offices to 
line management. Butthrough his skill in measure- 
ment he may help them to a self-appraisal. He 
may not dictate budget levels, but the force of his 
staff assignment will contribute generously to- 
ward establishing them. He may not interpose 
himself between the line manager and his boss, 
but he must be aware of all that transpires in the 
operation of which they are a part and be alert 
to the opportunity to motivate them constructively 
toward a well planned and firmly controlled oper- 
ation. He is in short an expert in minding his own 
business while at the same time making every- 
one’s business his own. 


In this sense, the controller himself should be 
the chief budget officer. He not only defines the 
required attitude for the entire accounting and 
budget staff, but he exemplifies it in his work at 
the top organization level. The management 
function exercised inthe president’s office should 
be augmented by the budget practice known as 
controllership. 
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The first function of controllership, as given in 
the Controllers Institute’s definition, is worth 
reexamining in this connection. It states that the 
controller is “to establish, céordinate and main- 
tain, through authorized management, an inte- 
grated plan for the control of operations.’’ It 
further says that ‘‘such a plan would provide, to 
the extent required in the business, cost stan- 
dards, expense budgets, sale forecasts, profit 
planning, and programs for capital investment and 
financing, together with the necessary pro- 
cedures to effectuate the plan.”’ 


This statement epitomizes the planning and 
control idea. It expresses the delicate dis- 
tinctions which the controller must recognize 
in all his work. Coordination must be effected 
not through any authority of his own to issue 
orders, for he has none, but rather through the 
line management so authorized. Note too that 
the controller does not maintain the control of 
operations, but only a plan for such control, 
thereby leaving the control itself in the hands of 
those same authorized individuals. Finally, the 
techniques of control, such as standards, budgets 
and forecasts, are properly made the means for 
control rather than ends in themselves. 


The second of the controller’s stated functions 
is ‘“‘to measure performance against approved 
operating plans and standards, and to report and 
interpret the results of operations to all levels of 
management.’’ The statement, again subordinating 
means to objective, goes on to specify the tech- 
niques included in this assignment — namely 
“the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the com- 
ilation of statistical records as required.’’ 


The reporting and interpretation called for in 
this function are an important part of the budget 
program. They should be observed at all levels of 
budget practice, the controller’s office being the 
source from which the philosophy emanates. 


By the terms of this definition we have now es- 
tablished the place of the administration of 
planning and control in the organization. It is laid 
@t the Gonrroller’s doorstep. His is the task of 
dissemimating this idea, with its unlimited poss- 
ibilaties. With only staff authority to represent 
top Management in the planning and control area, 
he fimds his most effective weapon to be the 
power ofthe idea alone. Ifhe learns to use it well, 
his business will realize a sense of direction 
that can only result from adequate planning, 
accompanied by control to the plan. 


The controller then truly controls, in the very 
special sense of the word that budgetary control 
implies. He provides the planning and control 
machinery and coordinates the efforts of the 
organization in using it. It is this sense of con- 
trol that gives life and meaning to our budgets, 
and elevates them to recognition as a powerful 
force for industrial progress. 
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By: Nelson C. White 
Vice President 
International Minerals & Chemical Corp. 


IS BUDGETING IMPORTANT 


TO THE OPERATING MAN? 


How 
and 


Let’s agree that an operating man should look 
at budgeting, the process, even more closely than 
at its product, the budget. What does he see and 
what should he see? 


Muchthought, study, discussion and writing has 
been concentrated on budgeting for years. If any- 
thing new remains to be written, it must be that, 
as Shakespeare said about Cleopatra, ‘‘Age cannot 
wither her, nor custom stale her infinite variety.’’ 


The obvious connotation of an operating man, 
at least in industry, is tangible performance, as 
in producing or selling, in line as opposed to 
staff activity. But presumably also, our operating 
man is in management and not actually engaged 
in direct labor. 


The operating man, like other managers of 
modern enterprises, almost certainly accepts the 
premise that management is a profession, a blend 
of science and art. Therefore, for the most part 
consciously, and always at least subconsciously, 
the successful operating man will approach his 
problems in a scientific fashion. Like the mathe- 
matician, he will define, analyze, measure and 
then, by experimentation, attempt to prove the 
correctness of his solution. In all these activities, 
he will draw on what he has learned from that 
large pool of organized knowledge, of clinical 
experience, that provides the basis for classi- 
fying management as a science, like political or 
military science. But, with all his convictions 
that management must be scientific, must operate 
in accordance with known principles, our operating 
man knows also that the application of these 
principles requires art, that it is dependent on 
skills gained by experience, study and observation. 


OPERATING MAN COMPARED TO DOCTOR 


There is a parallel between management and 
medicine, in that both at all times deal with 
people. 


does he use this guide post; what is his contribution; 


how does 
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it minimize his management problems? 


Another lies in the current programs for develop- 
ment of professional managers. These are usually 
on formal undergraduate training, which includes 
the humanities as well as the physical and social 
sciences, followed by a graduate specializing in 
management science, At this point, the manage- 
ment student usually goes directly into limited 
practice rather than a formal interneship leading 
to full professional status. And, since the risk to 
any individual resulting from his practicing is 
limited as compared to a doctor’s patient, this 
difference is understandable, although since the 
status of management as a profession is about 
equal to that of medicine a century or two ago, 
who knows what will come as we learn better to 
predict how individuals and groups will react to 
particular circumstances? 


Until then, our operating man, although he does 
not himself produce, is responsible for results 
which depend on the direct labor of others closely 
controlled by him, if he is in first-line supervision, 
or linked to him through an increasing number of 
people as he reaches or nears the top of the 
organization structure. 


In either case, the essence of his problem is to 
think. He must achieve tangible results, so much 
product made, so many units sold, by getting 
other people to do the actual selling or making. 


An operating man, because he is tied by re- 
sponsibility to tangible results he alone cannot 
accomplish, and because he is also usually tied 
directly or indirectly to relatively large groups 
of workers, is getting things done through people. 
This leads him automaticallyto the subject which 
gets more attention, with less success than, al- 
most any other in life today, that of communi- 
cations. Business success is dependent on the 
degree of cooperation between the people in the 
business, always. People cannot cooperate 
effectively without a common purpose and a 
common approach to that purpose. Neither is 
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possible without common understanding, and this 
is possible only through good communications. 


We have, then, established that our operating 
manager practices the profession, art or science 
of getting things done through people. 


HOW DOES HE DO IT? 


The number and variety of management functions 
can be almost anything you wish. For this dis- 
cussion, let us agree that they must include plan- 
ning, organizing and control. These are relatively 
common, simple terms and hence readily under- 
stood to have the same meaning by most people. 
Most people practice them in their daily living. 
The difference in degree, however, between rep- 
ulating the personal life of an individual and the 
life of a business is of course tremendous. The 
complexities of modern business require the 
exercise of extreme care and maximum skills in 
performing these functions to insure successful 
operation. 


Fortunately, the resources available tobusiness 
are also more elaborate, better developed than 
those of the ordinary individual. Among them is a 
good record of past performance to form a base 
for the future; a good accounting system, using 
the word ‘‘accounting’’ in the broad sense, will 
show in detail all items materially affecting the 
operation and the relative effect of each. These 
items must all be considered in the function of 
planning, and good planning is dependent on good 
accounting. It is dependent on more than this, 
however, since the past cannot be expected to 
mirror the future with accuracy. 


Good planning is dependent on good forecasting, 
predicting as accurately as possible the effect of 
time in changing the items considered in the plan. 
Here is the first area where each manager must 
use his knowledge, his skill and his judgment. 
He must consider each item separacely and thus 
induce the proper planning of the whole by care- 
ful planning of each part. His basic plans should 
be made carefully, taking all necessary time. 
They should be made calmly, without stress, 
which can distort judgment. They cannot and 
aren’t expected to be absolute, but the better 
they are made, the less often will thought and 
effort be required to make new plans on short 
notice and under stress, The good basic plan 
frees the manager for major planning during most 
of the time it covers, and leaves him free to 
devote more time to other duties. 


The second management function on our list 
is organizing. We are becoming accustomed to 
marvelous machines, that at the touch of a button 
will take raw material through a series of in- 
tricate operations to a finished product. The 
human parts of the business machine are much 
less amenable to regulation and regimentation. 
It has been quite thoroughly established by the 
course of history that even a moderate amount of 
cooperation requires not only individual identi- 
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fication of self-interest with the interest of the 
group but also a leader. If the established plan 
is to be carried out, our manager must show the 
way. As he forecasts before he plans, so must he 
organize before he directs. By so doing, he pro- 
vides that each individual effort will mesh with 
all others, at least most of the time, to keep the 
enterprise going safely in the right direction at 
the right speed. 


The third major management function is con- 
trolling. Our manager has made his plans, organ- 
ized his forces, and is directing them along the 
line of his plans. All should now be well. But 
here is where the inexactitude of his science and 
the incompleteness of his skills sooner or later 
catches up with him. He finds his machine going 
too fast, too slow, in the wrong direction, or 
failure in some parts, indicating that there will be 
deviations in the future, so he must apply cor- 
rective measures to control his progress. 


REVIEW OF THE PLAN 


So far in this discussion we have divided the 
process of management into separate functions 
and reviewed them in what appears to be a logical 
order. The manager makes his forecasts for the 
period under study, sets up his plans in ac- 
cordance with them, organizes his resources to 
carry out these plans and directs action along the 
indicated lines. He coordinates the efforts of 
the components of the organization to keep it in 
balanced operation and applies controls as needed 
to keep it on the road to the desired goal. 


This sounds relatively simple and, if you 
reviewed any successfully completed operation 
with its manager, he would tell you quite honestly 
that that is the way it was done. If, however, in a 
normal work day, you asked him what phase of 
the process then was occupying his attention, he 
would tell you, ifhe gave itthought, ‘‘All of them.’’ 
He would be quite right, because, as has been 
pointed out so often, the process is a closed 
cycle. Furthermore, it is dynamic and not static. 
In taking a scientific look at managing, it has 
been necessary tolook at its component functions 
as we would the complicated mechanical device. 
To do this, we must stop the machine and dis- 
assemble it. Then, by studying the separate parts, 
we can hope to understand the whole. But the 
order in which these parts are assembled does 
not necessarily bear any resemblance to their 
sequence when in operation. 


So it is with managing. Like the machine, when 
in operation, each component must operate de- 
pendably and action of one causes action or re- 
action of the other. 


In discussing these functions, we have been 
comparing them to parts of a machine as if they, 
too, were tangible and finite. In approaching the 
problem as a management scientist, this proced- 
ure is necessary and valuable. But, as we stated 
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earlier, management is equally an art, and it 
means getting things done through people, and 
this requires communication. Of all the skills 
required of managers, none is harder to develop 
to a high degree that communicating to and 
through people in order to get things done by 
people. This requires more than the accurate 
passing of an order through channels to the 
ultimate performer. That can usually be attained 
with ease. The performance resulting from the 
order will vary directly with the willingness of 
the performer, and this, in turn, with the degree 
to which he understands and identifies his own 
selfinterest with the task. 


TARGET FOR MANAGERS 


Developing this identification of individual 
interest in group performance is a primary target 
for all managers. They may feel that building 
morale, espirit de corps, or whatever you wish to 
call it, among hourly-paid workers is so difficult 
that they expect indifferent success, but they 
must strive for it, and they cannot expect any 
any results if they cannot first build it into the 
management group. 


This group, moreover, will not be static. 
Changes will occur, and inevitably there has to be 
a progression of new and untried managers into 
the bottom of the organization structure and up 
through it as they develop. So, in order to get 
things done through people, the manager will find 
that he must train others to get things done 
through people down to the last man on the team. 
In this, he will discover that as enginereing is 
the developing of natural resources for the bene- 
fit of mankind, managing is the development of 
human resources for the development of mankind. 
Or, in the creed of the American Management 
Association, management is not the direction 
of things but the development of people. 


You probably feel at this point that there has 
been a great deal devoted to managing and not 
much to budgeting. Let’s see if we can connect 
them up. What is budgeting? It is, or it can and 
should be, as versatile and widely used tool of 
operating management as can be found. To 
quality for this distinction, it must be consider- 
ably more than is conceived by many when they 
define it. A dictionary type definition would be 
the preparation and use of a budget. But what is 
a budget? Is it just a set of figures, something 
fixed and absolute, like the laws of the Medes 
and the Persians, something designed to impose 
on people and control their actions? 


The man who led our company into a good 
budget and good budgeting uses this definition: 
**A budget is a statement of policy translated into 
terms of future accounts.’’ Note the inclusion of 
the word ‘“‘policy.’’ This makes budgeting some- 
thing vital, not mechanical. To meet this con- 
ception, it must be a process involving all those 
with responsibility and accountability for the 
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things it defines, and this involvement must begin 
with the preparation of the budget and not the 
operations under it. It should be the operating 
man’s budget, no one else’s, in all those areas 
where he is expected to manage, where he sets 
policy. It should be expressed in terms he can 
understand and use and include every substantial 
variable under this direction. The standards set 
for each variable under his control should be set 
by him, regardless of his status in the organi- 
zation. Exceptions to this policy might be nec- 
essary, but they should be few in number and 
therefore susceptible to careful handling and 
understanding acceptance. 


If you see risks in this procedure, you are 
undervaluing the psychological effects of this 
participation on raising standards and stimulat- 
ing efforts to meet them. The standards should be 
set by men working in the company of their peers 
as well as their superiors. A good operating man 
can assess the capabilities of his unit quite 
accurately and will do so honestly. His natural 
pride and confidence will urge him to set his 
tasks near the upper limits of his calculated 
range, higher than an understanding superior 
might be likely to go. Having set his own task, 
he will do his best to perform it. The risks are 
are usually that the task set will be too diffi- 
cult rather than too simple and revising it down- 
wards without loss of morale is no great problem 
as compared to trying to go in the other direction. 


DOES IT WORK? 


This isn’t mere theory; it has worked in every 
instance that I have seen it tried, notably in the 
Carlsbad plant of our Potash Division, where it 
has been in effect sjnce the plant went on the 
line in 1940. The plant operating budget for the 
next fiscal year, beginning July 1, was established 
on May 14, ending two months’ study and 
preparation. It began with two forecasts, one by 
sales, one by production. These set the maximum 
amounts of each product that could be produced or 
sold. Since they were preliminary figures only, 
they were prepared by the sales manager from 
estimates by his district managers and the plant 
manager from estimates by his superintendents. 
The plant manager and sales manager than rec- 
onciled minor differences and submitted the 
result to division management. This was ap- 
proved and scheduled for final preparation. Had 
there been major differences at this stage, say 
not enough sales of the product to provide those 
break-even operations, or more sales than the 
plant could produce, this type of problem would 
of course have to be referred back to division 
management, since no short-term solution would 
be likely and the policy involved would be be- 
yond the control of the sales and proluction 
managers. 


These company estimate figures were then fed 
into the budgeting process. Approximately the 
same pattern is followed in both sales and pro- 
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Wm. ‘Bill’? McGuire, Past National President hand§ the | 
Charles Eckelkamp. On hand to witness the occasion} were 
Melvin Aichholz, retiring Secretary, and Hal Mason, ly el 


The 1957-58 National Officers of the Natidnal Sc 
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duction groups, but since the latter involves both 
more steps and more people, let’s use it for our 
example. 


At the plant, every supervisor, including first- 
line supervision, is given his share of the total 
task and asked what it will take to do it. The 
task will not be in excess of standards he has 
previously helped set. Each general foreman will 
assembly the estimates of his foremen, the super- 
intendents will group the estimates of the general 
foremen, and they, with the manager, will work 
up the plant totals. Each of these steps involves 
group discussion to establish full understanding 
of what is to be done and how to do it. Most of 
the information obtained in this manner and all 
of that in the first stage is in units other than 
dollars. It should be. A foreman can’t control 
labor costs. He can control man-hours but not 
rates. He can control units of supplies but not 
their prices. These units must eventually be 
translated into money but not in the early stages. 


When the superintendents assemble their 
figures, the accountants move in and from then 
on the work is with dollars. The final totals will 
of course show the amount of money to be used 
in producing the desired amount of product di- 
vided into cost centers matching the division of 
the plant working force and equipment. So much 
for the preparation process. 


The use begins as soon as the period of oper- 
ation covered begins. Many of the items were 
estimated on a daily basis, in units subject to 
daily checks. Raw materials, many supplies, 
direct labor, man-hours, finished product, fall in 
this class. Variations are quickly noted by the 
operators and corrective steps taken if necessary. 
Weeklytotal cost estimates are made to determine 
need for checking items not easily followed on a 
daily basis and a detailed cost statement and 
comparison with the budget is made on a monthly 
basis. This latter item is studied and reviewed 
just as the budget was prepared. Each super- 
visor reviews the performance of his section and 
determines the reasons for variations and the 
corrective action taken, or necessary. The gen- 
eral foremen summarize these for their superin- 
tendents, who, with the manager, check the con- 
clusions and integrate and coordinate the cor- 
rective revisions. 


The daily check-ups are informal and largely 
individual. The weekly summary provides top 
management with warnings of need for limited 
group action and the formal monthly reviews pro- 
vide a common understanding of the status of the 
operation, the reasons for variation, and the 
methods of correction. 


This manner of preparing and using a budget 
makes it the versatile, valuable mechanism it can 
be. Note how intimately it meshes with the func- 
tions of managing, with forecasting, planning, 
organizing, directing, coordinating, controlling. 
Note how it helps in defining, analyzing, measur- 
ing, experimenting and proving. But note also 


how, in addition to these scientifjc practices of 
managing, it aids each operator in developing 
skill in using them. Skill requires practice but, 
more than this, it requires evaluation and im- 
provement to reach high levels. 


The regular comparison of actual with pre- 
dicted results will tend to insure efforts to im- 
prove forecasting and planning. In organizing and 
leading his group, knowledge of his present 
position and how he got there provides lessons 
for covering the remaining distance to the goal. 
Measurement of the effect of corrective steps will 
provide proof of their effectiveness, both as to 
direction and degree. The effect of these control 
steps on other segments of the organization and 
the counter-effects of controls in these areas will 
show the need for coordination. 


FINAL STEP 


Finally, in all of these he can separate, to a 
degree, at least, a measurement of his skill in 
obtaining optimum effort from his group in com- 
municating ideas, not just words, in getting 
things done through people. This process has 
not only maintained a highly successful operation 
as evidence of good management; it has also 
developed enough talent to provide managers for 
two of our competitors. Maybe we have carried 
a good thing too far. 


All of this emphasizes the value of good budget- 
ing in good managing. They are inseparable in 
some respects, but one distinct difference should 
never be forgotten. Good budgeting is only a 
means to an end. The end itself is good managing. 
Specialists in the process of budgeting are like 
the service troops of an army. Their purpose is 
to support and assist the man in the line. The 
only measure of success of the work of the staff 
is in its successful use by the line, and in in- 
dustry that means the operating man. You have 
all seen home libraries with rows of books in 
perfect alignment, clean and neat, and obviously 
little read. You have seen others where the books 
were scattered about, perhaps soiled, dog-eared, 
scribbled on. The first selection was probably 
made up of so-called good books. Certainly the 
authors represented would have thought so. But 
for all the good they did the owner, they might 
just as well not have been written. The literary 
quality of the second set might have been inferior, 
but they were successful in that they were used. 


You can prepare a budget in meticulous detail, 
every item considered and all accounts balancing 
out to the last penny. If it isn’t fully used, it is 
a failure; and if a successful operating man 
won’t use it, it is a failure because it was bad, 
or at least inadequate. Remember in budgeting 
that the emphasis is on what? - On tangible 
effects, on things. The operating man must al- 
ways consider how to achieve these effects, 
these things, by motivating people. Let me re- 
peat: management is not the direction of things 
but the development of people. 
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The good operating man is alert to seek help 
he can use, so try to tailor your means to his 
ends. Don’t give him a plan designed for an 
engine and a race track between his starting 
point and his goal where he can do nothing in 
time of trouble but increase his speed. Give him 
a flight plan which allows him to use his judg- 
ment and skills to change speeds, direction or 


altitude if he encounters bad weather, and give 
him a schedule he himself has set. Give him a 
budget like this and he will have the most ver- 
satile, valuable tool in his management kit for 
his basic task, the continual improvement of the 
knowledge and skills of his organization and the 
effective utilization of these abilities. 


ATTENTION! 


An article, ‘‘A Program for Record Survival,’’ authored by Charles T. Unt, Budget 
Director for International Textbook Company and its divisions, International Correspondence 
Schools and the Haddon Craftsmen, Inc., has been published in the August issue of the 
Bulletin, official publication of the National Association of Accountants (NAA). 


Mr. Utt’s article fully describes the need for records management in programming, and 


covers such topics as records, inventories, appraisal, destruction, classification, storing 
and protection of records. 


A graduate of Scranton Lackawanna College and Wharton School, University of Pennsyl- 
vania, Mr. Utt is a member of the Scranton Chapter, NAA, and the National Society for 
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By: Morris Cohen 

Senior Analyst, Office of the Chief Economist 
National Industrial Conference Board 

New York, N.Y. 


AN 
AT BUDGETING 


The economist looks at budgeting and finds it 
exciting. He views budgeting as representing 
practice about which he has been theorizing for 
many, many decades. He is encouraged by the 
postwar development of budgeting as illustrated, 
for example, by the formation and growth of the 
National Society for Business Budgeting. 


The economist frequently tries to take the 
broad point of view — the industry or the national 
economy — as opposed to the company. Yet to do 
this, he must base his work upon company decisions, 
company plans and action. He has been teaching 
and writing for years that businessmen try to 
maximize their profits. This need not necessarily 
mean the largest possible short-run profits, but a 
maximum sustainable over a period of time, taking 
due cognizance of the risks involved, and-the 
socio-political environment. To accomplish this, 
the businessman is supposed to plan his oper- 
ations, both on current account, and on capital 
account. Inthe simplest possible terms, he matches 
expected revenues against expected costs. 


In the eighteenth and nineteenth centuries, when 
business units were smaller, and economics first 
became a science, or an art, business planning 
could be accomplished by the owner-enterpreneur 
as part of his function. If he made mistakes, and 
if they were really ‘‘beauts,’’ the company would 
fail. Since atomistic competition prevailed, with 
many smaller units in each market, the disappear- 
ance of one company would have no general major 
consequence; relatively few people would be 
affected. 


In mid-twentieth century, however, and parti- 
cularly for the larger company, it is a matter of the 
greatest importance to many people that the com- 
pany does not fail. The drive for survival is just 


ECONOMIST LOOKS 


The economist’s appraisal and appreciation of the 
personnel devoted to business projections on an in- 
dividual company basis, and an analysis of its potential 
as an aid to the overall forecast of the economy. 
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as basic to business behavior as it is for personal 
behavior. 


The medium and larger sized company, in fact 
all companies if you will, must plan and plan 
intelligently. The larger the company, of course, 
the more likely will be the existence of specialized 
personnel whose full-time function it is to prepare 
budgets and appraise company performance. Bud- 
geting is simply the process whereby the scien- 
tific method is applied to the operations of busi- 
ness. 


Budgeting is factual; it is rational. Economists 
used to talk of waves of optimism and pessimism 
sweeping through the business community. The 
preparation of, and intelligent adherence to, bud- 
gets have removed much of the emotionalism 
from business behavior. In the budgeting process, 
the company’s objectives are planned, coordinated, 
and controlled. A company with faith in itself and 
in its budget does not panic at the first sign of 
variance. 


The significance of the recent trend to bud- 
geting lies not in the final set of numbers that 
summarizes the budget. It lies, instead, in the 
thinking, investigating, and analyzing which are 
the heart of any forecast. It lies in the attention 
given to the population tidal wave that will hit 
this country in the next two decades, and the other 
basic forces associated with it, such as labor 
force, school enrollments, household and family 
formation. It lies in the awareness of the need 
for developing new products and new markets. 


My own opinion is that the growing practice 
of budgeting is the postwar years is directly 
related to the absence of business cyles that 
had characterized earlier years. Not that I am an 
adherent to the belief that the business cycle 


is dead. We have yet to get past the middle years, 
the second postwar decade, before we can enter 
the golden sixties everyone Keeps talking about. 
Still the development of budgeting, its greater 
acceptance and increasing oe has repre- 
sented a basic force for stability, not just a con- 


tinuation of past levels, but a stability in the rate. 


of growth. 


The two so-called inventory recessions of the 
postwar era— 1948-49 and 1953-54 — were the kind 
of business fluctuation that will probably always 
remain with us. But the economist is not par- 
ticularly concerned about inventory cycles, es- 
pecially if they are planned and controlled. They 
are self-correcting. He knows that a little pain is 
a warning symptom. If the minor defect is taken 
care of early, it will prevent a major breakdown 
later. 


For example, the leveling out of business in 
the first half of 1957 represents primarily a hale- 
ing of additions to inventory. After the inven- 
tory accumulations of 1956, at a rate about twice 
what could be called normal, it is a healthy cor- 
rection for business, voluntarily, to bring a tem- 
porary end to the piling up of inventories. End 
product demand in 1957, by consumers, by busi- 
ness by government, and by foreigners, is at an 
all-time high, significantly above the levels in 
the second half of last year. 


IMPACT OF ELECTRONICS 


The economist is particularly excited about the 
impact that the development of electronic data 
processing and high speed computers will have 
on business budgeting, as well as for all business 
intelligence. We also are on the threshhold of a 
major break through in a better understanding, on 
an up-to-date basis, of current and prospective 
business developments. These new methods of 
promptly gathering and analyzing the results of 
untold thousands of company decisions, in detail 
not hitherto possible, offer an opportunity and 
challenge to economists that is only slowly being 
recognized in our profession. 


In fact, we have only recently become aware 
of the potentialities for economic and business 
analysis made possible by th® postwar spurt in 
business budgeting. Company Budget officials 
have become popular with cthé @tonomists, We 
have come to realize that thé Budget process 


generates statistical data that invaluable 


for analyzing current and futur@ BUSIMeSs trends. 


The latest development in this area is the 
quarterly survey of capital appropriations that I 
am helping to conduct at the National Industrial 
Conference Board, under the financial sponsorship 
of Newsweek Magazine. Before I tell you of some 
of the interesting results which have just been 
released on our first quarter survey, let me give 
you a birdseye view of the basic trends in busi- 
ness intelligence which have characterized the 
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twentieth century. You will quickly realize the 
importance of budgeting to the development of 
economic and business analysis. 


Prior to World War I, the emphasis was all on 
the dead statistics of the past. It was only in the 
interwar period, between World War I and World 
War II, that the emphasis shifted to the develop- 
ment of current statistics. Some important ex- 
amples of the type of information that was com- 
piled in this period are the consumer price index, 
formerly the cost of living index, the industrial 
production index, and the national income and 
product accounts. All of these are absolutely 
essential for current business analysis. 


After World War II, however, growing recognition 
has been given to statistics which throw light on 
the future. This also happens to be the period 
when business budgeting blossomed. These two 
developments are not unrelated. It is only with 
the heightened interest in budgeting which in- 
volves planning decisions affecting the future 
that such a shift could take place. 


In the past decade, we have witnessed the 
publication of business expectations surveys 
such as those conducted by the National Association 
of Purchasing Agents, Dun & Bradstreet, etc. 
These represent informed judgements on future 
business trends as they relate to the company’s 
own operations. It seems to me that only with the 
formalization of the planning process underlying 
budgeting that such expectations surveys can be- 
gin to have significant predictive value. 


We have also seen the postwar development of 
surveys of expected capital expenditures. These 
are conducted by the U.S. Department of Commerce 
in conjunction with the Securities and Exchange 
Commission, as well as by the McGraw-Hill or- 
ganization. They have proved to be a major con- 
tribution and are widely accepted as a good 
predictor of expenditures for plant and equipment. 
Such surveys are, of course, based upon the 
capital budget, a major function of business 
budgeting. 


The postwar growth and development of capital 
budgeting represents a significant advance in 
business management. It is only in the context 
of the thinking and planning that is taking place 
in American business and formalized in the capital 
budget that all these surveys shedding light on 
future capital outlays make sense and have proved 
to be as useful as they have been. 


Why are economists so concerned with fore- 
casting business expenditures for plant and equip- 
ment? They believe that changes in such spending 
have often been associated, in the past, with 
changes in total business activity. From 1929 
to 1933, for example, spending on nonfarm pro- 
ducers’ plant and equipment fell more than 75 
per cent. In the 1937-38 recession, it dropped 
almost 30 per cent. In the postwar years, business 
expenditures on new plant and equipment fell 
some 13 per cent in the 1948-49 recession. On 


the other hand, from 1955 to 1957, such expendi- 
tures are expected to have increased by some 30 
per cent. 


Furthermore, changes in capital goods spending 
are especially marked in manufacturing industry. 
In the 1948-49 recession, their capital outlays 
fell almost twice as much as total business capi- 
tal outlays. In the 1955-57 period, manufacturers’ 
spending for capital good will have increased one- 
half again as much as total business spending. 


It is small wonder, then, that the economist 
is intensely interested in changes in capital 
spending, especially in foreshadowing indicators 
of future outlays. 


NEW APPROPRIATIONS SURVEY 


In the light of the interest in capital spending 
and the existence of expected capital expendi- 
ture surveys, what has the new appropriations 
survey to offer? How does it differ from the 
established series which have won such wide 
recognition? As you might expect, we have been 
asked this question many times. In fact, I am 
certain that many of you in this audience who 
furnish the information for all these surveys have 
also wondered about the role each one has to play. 


First of all, the appropriations survey is a dir- 
ect lineal descendant of these expenditure sur- 
veys. Yet it must be recognized that the govern- 
ment and McGraw-Hill figures are based upon the 
annual capital budget. I don’t have to tell this 
audience that most large and medium-sized com- 
panies nowadays do prepare aN annual capital 
budget. 


Let us now trace the flow of information pro- 
vided by these surveys of capital budgets. The 
early McGraw-Hill compilation, released last 
December, represents the first peek at these 
budgets. At this stage, some of them have not 
yet been formally approved, others may be in 
rough form, and still others may be all set. It 
seems to me that an early look at these budgets 
serves a very useful purpose. 


The Commerce-SEC survey comes along next, 
and views these capital budgets after they have 
been formally approved. This is the survey re- 
leased in mid-March. Along with the annual! fig- 
ures, the government series also has quarterly 
spending expectations for the current quarter and 
the succe eding one. 


Finally, the McGraw-Hill survey, released in 
April wraps upthe annual expenditure expectations 
figures with the last look at the formally ap- 
proved budgets. This serves as an indicator of 
possible changes in thinking about 1957 which 
may have occurred since their survey prepared 
four months earlier. 


All these series, McGraw-Hill and Commerce- 
SEC, obtain an annual measure of expenditure 
intentions. For gauging trends before they show 
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up in the statistics we need frequent measures 
of decisions and changes in decisions to spend 
for plant and equipment. And just as in the con- 
sumer sector we have come to recognize the need 
for testing consumer expéctations more than once 
a year, so in the business sector we need a fre- 
quent measure of business planning decisions. 


Such a measure, we believe, is the capital 
appropriation. The decisions embodied inthe capi- 
tal budget have to be supplemented by a know- 
ledge of capital appropriations. As you know, each 
time a Board of Directors approves a capital 
appropriation, it has to make a decision which in 
effect can corroborate the capital budget or change 
it. The capital budget is thus tested project by 
project through the appropriation procedure. 


In- a basic sense, the capital appropriation 
represents the company decision to spend. The 
approval of the capital appropriation formalizes 
the top management planning decision for each 
block of capital spending. The approval of the 
capital appropriation translates the capital bud- 
get; in effect, it unlocks the company’s vaults so 
that the money can be committed and spent. The 
actual epxenditure may not show up on the books 
for months, but the fundamental planning decision 
has been made, 


More and more companies are planning beyond 
the one-year horizon, a welcome development 
as far as the economist is concerned. Both the 
annual budgets and these longer-range plans 
represent the general thinking about forthcoming 
capital spending by the firm. But it is only the 
appropriation approval that signifies the com- 
pany is prepared to spend. 


EFFECT OF POSTPONEMENTS 


The question of postponements has been raised 
in recent months. These can represent a problem 
in the context of the annual capital budget, and 
perhaps less of a problem in the capital appropria- 
tions, the decision to postpone may well take 
place at the time when the capital appropriation 
is up for board approval. In the continuous apprai- 
salof.capital goods spending through the appropri- 
ations procedure, top management may decide 
for Ome feason or another to put the particular 
project aside. Postponements at this stage of 
company planning could show up as a decline 
in approved capital appropriations. 


Now, it may be true that postponements can 
Occur after the formal approval of the project 
bythe Board of Directors. Then, as our survey now 
stands, we would not be formally aware of it. 
Obviously, this is a matter we shall be watching 
with keen interest. Yet it seems reasonable to 
suppose that the decision to postpone could 
occur rather frequeutly at the time the project 
was up for Board approval. 


Our emphasis is on the company making the 
decision, the same as that of the existing expendi- 
ture expectations surveys. Other surveys are 


focused on the company receiving the order. For 
example, the new order series of the Department 
of Commerce has the viewpoint of the company 
receiving the order. Both points of view, that of 
the company placing the order, should complement 
each other. Yet it must be emphasized that the 
quarterly survey of capital appropriations mea- 
sures new orders for capital goods prospectively, 
not retrospectively. 


In fact, that was the original focus of our sur- 
vey. We started out with the hope of constructing 
a new order expectations series from the view- 
point of the order placer. We found on the basis of 
fairly extensive research and pilot studies that 
this was not a feasible approach. But we did learn 
that most companies had data on capital appropria- 
tions, which does come very close to the concept 
of new orders expected to be placed in the capital 
goods field. 


We believe that our appropriation series has 
another feature which is perhaps unique in the 
measurement of expectations. The informatio. 
we get is objective and a matter of record. In 
principle, anyone in the company can answer our 
questionnaire providing access is available to the 
Board of Directors’ minutes. Precisely because 
we have tied our survey to the formal procedure 
of approving capital projects, and because we have 
limited ourselves to those companies that follow 
these practices, we are getting objective fore- 
shadowing statistics. 


The quarterly survey thus takes advantage of 
the postwar growth of capital budgeting and the 
growing realization that the control of capital 
expenditures may lie atthe heart of the management 
function. We do not believe our survey would have 
been feasible ten years ago, or even five. We are 
discovering that some of the largest companies 
have only recently instituted such spending con- 
trols. We have noted with pleasure that some 
companies under the prodding of our survey, and 
ou: earlier work in this field have for the first 
time put such expenditure controls into being, 
or tightened them up considerably. 


This explains why our survey is presently 
limited to the 1,000 largest manufacturing com- 
panies; manufacturing, because on an historical 
basis that is the most cyclically volatile sector; 
the top 1,000 because we are coming close to 
exhausting the universe of companies that prac- 
tice formal capital budgeting. 


Even though we are limiting the size of our 
survey, you should realize that we are not dealing 
with an unimportant part of the universe. It must 
be emphasized that the largest 1,000 manufacturing 
companies, as measured by total assets, account 
for a heavy proportion of all capital expenditures 
by manufacturing concerns. The largest 1,000 
manufacturing companies employ about 55 per 
cent of all employees in manufacturing, account 
for about two-thirds of all manufacturing assets, 
and represent approximately three-fourths of all 
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capital spending by manufacturing companies. 
Further, the satellite and other small and medium- 
sized companies often gear their expansion and 
replacement programs to those of the major com- 
panies. 


The top 1,000 companies were chosen because 
it was felt that extending the coverage downward 
through succeeding layers would yield rapidly 
diminishing returns. As matters stand now, the 
cut-off point for the survey was roughly $15 
million in total company assets. We were surprised 
at the relatively small size of this figure. A $15 
million company is by no means a giant. Yet the 
Conference Board’s experience and that of other 
organizations in the field suggest that not too far 
below this figure, companies no longer have the 
formal capital budgeting and appropriation pro- 
cedures that yield the figures at the heart of our: 
survey. By design, therefore, our survey cannot 
be extended at the present time, to cover all 
manufacturers, 


ANSWERS VIA THE SURVEY 


Let us now consider in broad outline the 
battery of statistical indicators made available by 
our quarterly survey of capital appropriations. 
Please remember that what we obtain is historical 
information; from the viewpoint of the company, it 
is a matter of record. 


First, of all, we start out with the capital 
appropriations outstanding at the beginning of the 
quarter. These are the appropriations, previously 
approved, that have not yet been used. They 
represent the backlog of appropriations left over 
from earlier periods. 


To this, we add the capital appropriations 
newly approved during the quarter. I don’t have 
to tell this audience that these appropriations 
constitute authority to incur obligations for new 
plant and equipment. In the planning-decision- 
commitment -expenditure process for capital out- 
lays, the appropriation signifies that top manage- 
ment, typically the Board of Directors, has autho- 
rized the capital expenditure. The sum of the back- 
log at the beginning of the quarter and the ap- 
propriations newly approved during the quarter 
gives you the total appropriations available for 
use during the quarter. 


We next take into account the capital appropria- 
tions either committed or spent during the quarter. 
By commitment, we mean the actual placing of 
the order for new plant and equipment. From one 
point of view this is when the company’s capital 
spending decision has its initial impact on other 
firms. 


If all companies were able to report their 
commitments, then our survey would be even more 
forward looking than it now is. Unfortunately, 
only about 40 per cent of the companies are 
able to report on the basis of commitments. 
Accordingly, we use the information on capital 


expenditures for the other companies to expire 
their appropriations. 


We also take into account the cancellation of 
appropriations. Many outside observers view this 
as a key feature of our survey. In any event, we 
think it serves as an indicator of the level of 
business optimism in the field of capital spend- 
ing decisions. 


If you subtract from the total appropriations 
available for use, during the quarter, those appro- 
priations that were either committed or spent, 
and those appropriations that were canceled, you 
arrive at the backlog of appropriations at the end 
of the quarter, the total outstanding and available 
for use in future quarters. 


RESULTS OF FIRST QUARTER SURVEY 


We are now able to consider the results of our 
survey for the first quarter of this year. At the 
beginning of the year, we estimated that the top 
1,000 manufacturing companies had an appropria- 
tions backlog of $9.3 billions. To this is added 
the $4.7 billion in new appropriations approved 
during the first quarter. Therefore, there was a 
total of $14 billion in appropriations available for 
use by the top 1,000 manufacturing concerns. 


During the first quarter, these companies 
either spent or committed some $3.0 billion and 
cancelled a little over $100 million. 


This left a balance, or backlog, of $10.9 billion 
in outstanding appropriations at the end of the 
first quarter. 


These figures represent the broad dimensions of 
the capital goods market which is the object of 
our survey. To understand the dynamics of this 
market, we must look at it over time, and in in- 
dustry detail. 


The 491 companies who have been kind enough 
to give us information for the quarters of 1955, 
1956 and 1957 to date report a 1 per cent decline 
in new appropriations in the first quarter of this 
year, compared to the same period a year ago. 
We think this finding is somewhat optimistic, 
particularly in view of the fact that in the two 
previous quarters these same companies had re- 
ported considerable declines. All these figures 
must be viewed against the backdrop of new 
appropriation activity in the first half of last 
year, which had reached all-time highs, signif- 
icantly higher than in 1955. 


This optimism seems to extend only to the 
nondurables companies, such as_ petroleum, 
chemicals, etc. The durables group, on the other 
hand, continued for the third successive quarter 
to report declines in new appropriations. 


Appropriation backlogs at the end of the first 
quarter were also at a new high. However, let me 
hasten to add that the rate of gain has slowed 
considerably. In fact, now more than ever before 


24 


in the past two years, the prospectfve rate of 
capital expenditures depends upon the current 
flow of decisions to spend. Over the previous 
year, the backlogs had been sizably increased. 
At the present time, the backlogs have been whit- 
tled down to the point where any change in di- 
rection in the appropriations process could result 
in simultaneous changes in prospective capital 
outlays. To me, this means that the future trend 
in capital spending is now dependent on current 
business developments. With first, a leveling out 
and second, a dip in industrial production, at- 
tention will have to be given to the current flow 
of capital appropriations in appraising the outlook 
for capital spending. 


In the first quarter, three industries are pre- 
dominant in increasing the rate of capital appro- 
priations, chemicals, petroleum and non-electrical 
machinery. These industries have been particularly 
strong in this department over the past year. 


On the other hand, such manufacturing indus- 
tries as automotive transportation equipment, 
nonferrous metals, textiles, paper and rubber, re- 
poited rather sizable declines in new appropriation 
approvals. Some of this is related to previous 
capital spending programs which are now in the 
process of completion; some of it is related to the 
current doldrums in the auto and housing markets. 


ARE NEW CAPITAL APPROPRIATIONS 
SLOWING DOWN? 


We are inclined to view the failure of capital 
appropriations to expand at the present time as 
being directly related to the squeeze on profit 
margins which is currently so much a matter of 
concern to many companies. The squeeze which 
first showed up in the third quarter of last year 
is apparently still continuing into this year. 


What does all this mean for the prospective 
trend of capital outlays? We believe our survey 
points in the direction of a continuation of capital 
spending by manufacturing concerns at about the 
present level for the balance of this year. The 
hard goods companies will probably cut back their 
spending somewhat, the soft goods companies 
increase it somewhat. 


We are able to make such statements about the 
balance of this year because we have discovered 
that appropriations, on the average, lead expendi- 
tures about three to four quarters. For example, 
the backlog at the end of the first quarter repre- 
sented four quarters of expenditures or commit- 
ments at the first quarter rate. However, since in 
the first quarter expenditures are typically the 
lowest, because of seasonal reasons, and ap- 
propriations tend to be somewhat higher than in 
the other quarters, we prefer to use the range of 
three to four quarters as the average lead time. 


In view of the current record rate of capital 
outlays, this leveling out of appropriations and 


expenditures is a fine achievement. Recall the 
extent of the boom of the previous two years in 
capital spending. From the first quarter of 1955 
to the first quarter of 1957, just a two-year span, 
manufacturing companies increased their rate of 
capital spending by almost three-fourths. This is 
a great record and it should result in increased 
productivity. 


I must admit, however, that I, along with many 
others, was somewhat discouraged by the failure 
of productivity to show any signs of increasing 
this past year. But if history teaches us anything, 
and I think it does, these record outlays for new 
plant and equipment will help to boost productiv- 
ity this year. The leveling out of the wholesale 
price trend in the early months of this year may 
already be an early indication that productivity is 
once more on the upgrade. This will soon be fol- 
lowed, we trust,. by a comparable stability in 
consumer prices after the previous boosts in 
wholesale prices have worked themselves through 
the retail structure. 

In summary, then, the 1957 outlook for plant 
and equipment spending by business is good, 
particularly if one adds to the manufacturing 
trend, the continued rise programmed by the public 
utilities. However, I think it is clear that capital 
investment will not provide the explosive stim- 
ulus during this year that it did in 1956. 

Now, this may be a good thing,’ in the light of 
government budget, and particularly recent trends 
in defense spending. In 1955, the consumer, in- 
cluding his activities in the housing market, 
boosted the economy to a new high. In 1956, busi- 
ness, in response to the new levels of consumer 
demand, felt called upon to increase spending for 
plant and equipment, and thus helped the economy 
to surge still higher. This year, government, im- 
pelled by higher prices among other reasons, is 
now raising its spending after a period of stabil- 
ity. By maintaining its level of capital expendi- 


tures in 1957, business will be digesting the 
record spending rates of the past two years. 


The future, we must remind ourselves, is al- 
ways unknown and uncertain. The budgeting 
process, by formalizing the thinking and plan- 
ning of American business, helps the economist 
to appraise this uncertain future with much greater 
confidence than he could only two decades ago. 
It gives him access to forward-looking indicators 
that have been tested in the postwar period and 
found good. 


At the Conference Board, we hope we are 
making a further contribution with our quarterly 
survey of capital appropriations. However, all of 
us are finding thar budgeting itself is a force 
making for stability, as well as helping us econ- 
omists ‘to analyze whatever changes are taking 
place in business decisions and planning. 


ECONOMISTS RECOGNIZE CONTRIBUTION 
OF BUDGET DIRECTOR 


In closing, I must warn you that the economics 
profession is only beginning to recognize the 
usefulness of company budgeting activity in 
analyzing economic and business trends. This 
can only mean that you will be asked to fill out 
more surveys than you do now. I would like to 
use this forum to plead for a greater understanding 
between the economist and the budgeting official. 
You have already helped us in the capital budget- 
ing field, with the surveys of capital budgets and 
capital appropriations. Undoubtedly, other features 
of the budgeting process will be surveyed in the 
never ending attempt to look ahead. Let me ex- 
press the thanks of the economics profession for 
the kind assistance you have already given us. | 
hope that our two professions will find that broad- 
ening the partnership will prove beneficial to 
both, as well as to the economy as a whole. 
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By: John R. Bartizal 
Chairman of the Board 
Benjamin Electric Mfg., Co. 


TOP MANAGEMENT LOOKS 
AT BUDGETING 


A Top Manager Chil’enges The Budget Director To 
Assume His Rightful Role As An Important Member Of 
The Decision Making Team. 


Thirty years ago we had very few tools to work 
with, practically no text books, and received 
little encouragement in our Budget effort. Since 
then a mass of impressive books, articles, case 
studies, and lectures have been made available 
which gives us not only important experience and 
background in budgeting but what is also im- 
portant, this material has been brought to the 
attention of the top level in management, and has 
created a need for budgeting and budgeting is now 
getting the attention of top management. 


The progress and the techniques of budgeting 
have been so very rapid and broad in their scope 
so that where once I| thought I could be a fairly 
satisfactory Budget Director, I am sure that under 
the standards of your Society, I would be lacking 
in many of the technical qualifications for pro- 
cedures and methods of budget preparation. 
Theref ore, 1 am not going to dwell upon the modern 
techniques of budget preparation but, rather I 
will confine my discussion to the organizational 
problems in budgeting 4nd try to point out some of 
the opportunities for service to top management 
and the collateral opportunity of the budget Di- 
rector for his own advancement in the company 
organization. 


Since there are varying views concerning who is 
top level in different management structures and | 
should like to dismiss this issue as promptly as 
possible by assuming that we are concerned with 
the views toward budgeting of the policy making 
element of management. 


Before we consider the role of budgeting in the 
management of a business, it is necessary to refer 
to variances in management structures. For 
example, there are companies where the organi- 
zational structure is based upon the heads of 
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business doing all the thinking, making all the 
decisions, and developing all of the policies. 
Under such conditions, the decisions of top 
management are seldom subject to review or 
discussion. In the lower levels of such a manage- 
ment, a similar philosphy of dictating procedures 
and forcing decisions is carried on. This leaves 
little room for the Budget Director to get the 
attention of the people who deter mine policy. How 
can he incorporate in this budget plans the latest 
thinking and planning of top management when he 
has no clearly defined contact or means of com- 
munication. It seems to me that under such 
circumstances a Budget Director must be an 
opportunist. In the first place, he must realize 
that if he has been commissioned to prepare a 
budget there must be some interest on the part of 
top management and his job is to take every 
advantage availableto himto sell the budget as an 
important tool of planning and control. No Budget 
Director is going to be ef fective until he develops 
and successfully uses techniques for selling a 
plan of budgeting to alllevels of management. The 
most effective approach to this is to show the 
merit of detail planning and budget projection for 
coordinated thinking in major decision making. 


BUDGET PREPARATION 


The preparation of a budget in the form of a 
simple statement of estimated profit and loss 
based upon some percentage change from a pre- 
vious period is not enough. What is needed is a 
detailed study of all the factors affecting profit 
position. Each person having control over a 
specific operation must be consulted and his 
activity studied to determine a program which will 
produce the most desirable results and will at the 
same time properly relate to all other activities of 
the business. Then a final and coordinated budget 
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should be presented and this budget should be a 
definitely attainable program and yet be achallenge 
to management. The budget should be interpreted 
to show any major departure from present operations 
and as far as possible should list the major 
decisions and changes which management will 
have to make to bring the budget into being. This 
point cannot be over-emphasized. \e spend much 
energy in preparing an intelligent budget and 
more in showing comparisons with actual results 
but seldom have I seen a budget presented to 
management showing what needs to be done in 
policy changes or program emphasis to carry out 
the proj ected program. 


A program which has vision and imagination and 
yet is workable is bound to interest management 
especially if it is accompanied by an outline of 
the problems of management in enforcing and 
attaining such a program. Too often accountants 
and budgetdirectors have little or no understanding 
of the problems of management. Accounting and 
budget reports are prepared in terms of dollars. 
The transactions which constitute the results 
reflected in these statements are controlled by 
people and any changes or desired improvements 
in the results must be brought about by people 
(employees) acting under the direction of manage- 
ment. Therefore, no budget program is feasible or 
attainable that does not take into account the 
limitations of the people who constitute the 
business organization. It is not only a question of 
the number of people needed to do the job but what 
about their capacity to do it. 


PAST VERSUS PRESENT 
AND FUTURE PROJECTIONS 


I am much more interested in reports showing 
what is happening now or the expected results of 
what will happen under certain conditions that I 
am in detailed reports covering past results. | 
know the importance of analyzing past results for 
the purpose of making decisions that will affect 
the future but I would be more interested if I 
could have a projection of the result of proposed 
action. If, on the same day you would place on my 
desk two documents 
report for the past fiseal year and the other a 
comprehensive budget for the current fiscal year, 
I am sure that the audit report would lie on the 
desk unopened until the budget had been thoroughly 
reviewed. Management is concerned with current 
and future operations, there is nothing they can do 
to change the past. 


So if your top management is hard to approach, 
you must make up your mind that you have to sell 
your way in by improving your product(the Budget) 
and byresourceful analysis of the problems of 
management put into,the form of a program that 
will represent a challenge. 


A second type of organization structure is based 
upon policy making decisions being made at 
the lowest practical level with the higher level 
managers watching over the results. In such a 
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plan, lines of communication are good and the 
need for top level coordination is important for 
success. Here the opportunity for a Budget 
Director is excellent largely because there is 
easy access to the organization at all levels and 
an examination of the planning of all activities 
into a coordinated budget affords top management 
an opportunity for overall control. At the same 
time, the responsibility of such a Budget Director 
is very great. He must be able to evolve the best 
planning possible and he must be more than a mere 
coordinator. 


It is necessary that the budgeting process pro- 
vide a stimulant to those in charge of the various 
operating functions. By encouraging each of the 
managers to prepare plans, both short and long 
range, the budget director is able to fit these plans 
into a coordinated program of operations showing 
top management the results which maybe expected. 
He should give credit very freely to those who 
cooperate in developing the program and thus 
encourage all departments to present their plans 
through him. 


The budget director must possess the necessary 
qualities required to evaluate the work and the 
programs of all departments. His main objective 
must be the final effect of specific plans on the 
overallresults. Where he sees a lack of coordination 
at any specific point he must go back to the 
departments involved and work out revisions 
until the result is satisfactory and workable. 


BUDGET DIRECTOR'S RELATIONSHIP 


In some respects the budget director’s relation- 
ship to top management should parallel that of the 
medical research man to the medical practioner. 
If the physicians of this country were denied the 
vast research facilities available to them, all new 
ideas in medicine would have to be applied as 
experiments on human beings resulting in a large 
sacrifice of human lives. In like manner, if all 
new programs of operation in a business are 
instituted without the benefit of first projecting 
the results to determine overall effects, there 
must necessarily follow a substantial loss and 
waste of business resources. You must avail 
yourself of every opportunity to project the net 
result of all new programs, new decisions and new 
techniques. This will provide management with an 
important tool for appraising proposed changes in 
policies of methods and for determining a course 


of action which has the best chance of success. 


Top management is faced daily with the problem 
of making decisions. It is concerned both with the 
problem of deciding between alternatives and with 
motivating new ideas and new programs as the 
business enterprise may require. When a new idea 
is presented, management needs some means of 
measuring the expected results from the broadest 
possible point of view. No one is better qualified 
to do this than the budget director. For example, a 
review of the operating results of a business may 
clearly indicate the need for increased sales 
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volume. Two specific proposals may be under 
consideration. One involves large increases in 
promotion and selling costs while the other in- 
volves a reduction in selling prices. ‘Certainly 
before deciding upon a course of action, manage- 
ment needs to know a great deal about where each 
proposal will lead and it needs to make some 
calculations. These may be made roughly on a 
scratch pad or even as mental calculations. But 
experience shows that sound decisions are made 
only from carefully calculated forecasts of the 
results of each alternative. | am sure that you are 
all familar with the many side-effects of each of 
the proposals and the difficulty of making the 
forecasts. This is even more reason for having 
the problem reviewed by someone who is ac- 
customed to being alert for the way in which 
changes in method or volume of one department 
has a bearing on other activities. The opportunity 
for the budget director in this area is without 
limit. If he is resourceful, imaginative, and 
technically accurate, he stands a good chance of 
becoming an important member of the decision 
making team 


To me budgeting is something more than pre- 
paring forecasts for the years operations. It also 
means providing management with a coord inated 
analysis of the probable results of new policies 
and new emphases in programs so that a more 
intelligent analysis of various alternatives will 
be available. These special analyses and fore- 
casts will help to prevent the wasteful mistakes 
made when decisions are based on a hunch or an 
educated guess. . 


LONG RANGE PLANNING 


But to make the greatest contribution to your 
company you must do more than prepare the bud- 
get, help in coordinating activities, and assist in 
decision making. You should lead in long range 
planning. By this I mean more than balance 
sheet projections and cash forecasts. I mean 
examining and interpreting the forecasts and 
Suggesting the need for changes in operations in 
order to correct unsatisfactory situations in- 
dicated by the forecasts. For example, the 
company may have a long term loan with ac- 
celerated payments in the later years. A complete 
forecast should be made of the sources of funds 
to be used to meet these payments. The forecast 
should show the nature and amount of all funds to 
be provided for the period of the loan and the 
manner in which these funds are to be used, such 
as for the payment of dividends, the purchase of 
capital equipment, the expansion of working 
capital to meet an increasing volume of business 
and the amount needed to repay fixed obligations. 
If such a forecast shows inadequate funds to meet 
all these needs, the management will have been 
alerted in time to make necessary rearrangements 
in an orderly way. Too often little attention is 
given to those problems that do not require im- 
mediate action and which later appear as emergen- 
cies. How many times have I heard the statement, 
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**I have enough problems controlling my current 
financial operations and I’m sure I'll find a 
solution to the long range problems when I have 
to face them.’’ But when the problem does arise 
it may be too late to administer the right treatment. 
Budgeting can help in bringing these problems to 
light at regular intervals. 


Normally when management is shown that the 
term loan which they proudly negotiated is not 
such a good deal after all, they are likely to put 
off any plans for dealing with the problem with 
the hope that some day the problem will solve 
itself, possibly with increased earnings. But how 
much more would be needed from earnings to 
solve the problem. With corporate tax rates at 
52%, the before tax requirements needed to pro- 
vide the necessary funds is often much higher 
than would be expected without proper analysis. 
I suggest that you prepare a forecast of profit 
requirements for a period at least as long as your 
payment on any funded debt or five years which- 
ever is longer. show — 


(a) Your dividend requirements, possibly on the 
basis of current dividend rate and any contem- 
plated change. 


(b) The payments required on long term debts and 
on any refinancing. 


(c) Additional working capital needed for ex- 
pansion. 


(d) The amount required for capital expenditures 
in excess of current provisions for depreciation. 


(e) A provision for replacement of capital assets 
at replacement costs exceeding actual costs. 


The total of these requirements minus funds to 
be provided from any other source represents the 
profits required (after taxes) to make the funds 
available. These after taxes profits should then 
be converted into the amount of profits needed 
before federal income taxes. Very often the 
results will startle management. In order to 
carry the meaning of what is required to a more 
complete conclusion, you might project the sales 
volume which would be required to produce these 
profits, assuming a realistic ratio of net profit 


before taxes to sales, based largely upon past 
performance. The purpose of such a statement, of 
course, would be to bring to the attention of 
management any significant fallacies or de- 
ficiencies in long term financial planning. 


COST OF CAPITAL ASSET REPLACEMENT 


In determining funds required for long term 
planning, I included an amount needed for re- 
placement of capital assets at costs in excess of 
actual costs. Depreciation of capital assets is 
being provided out of current earnings. However, 
the depreciation charge is based upon the actual 
cost of the assets and is, of course, insufficient 
to provide the funds needed to replace the assets 
during a period of increasing price levels. Some- 
where additional funds must be raised to provide 
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for the replacement of these assets at the higher 
level of replacement cost. Unless adequate 
provision is made currently to meet this need, 
serious consequences may develop. To illustrate, 
assume that assets originally costing $100,000 
willnow cost $200,000 to replace. If only $100,000 
was provided out of earnings as depreciation to 
replace these assets and assuming no additional 
funds are available, then only one-half of the 
assets needing replacement can be purchased. If 
this condition continues for years, the physical 
properties will have become obsolete and in- 
efficient, thus seriously affecting costs, quality 
and efficiency of operation. Failure to recognize 
the impact of inflation on re-equipment policies is 
dangerous and will eventually result in depletion 
of the company properties. I recognize that 
accountants are having difficulty integrating this 
financial problem into their strict accounting 
concepts wherein only the actual cost of an asset 
can be used in providing a depreciation charge. 
But Budget Directors have ample opportunity to 
highlight this problem. The information needed 
for determining the amounts involved is not as 
difficult to find as it might first appear. Every 
business has some appraisal of fixed assets for 
insurance purposes. These appraisals provide 
replacement costs which may be used as a basis 
for your study. 


One other opportunity for budgeting is found in 
the area of management of capital equipment. 
Where no special department is devoted to the 
study of replacement needs and opportunities, I 
suggest the budget director read the material 
published by the Machinery and Allied Products 
Institute in the subject of Dynamic Equipment 
Policy. An entirely new approach has been made 
to the problem of when a piece of capital equip- 
ment should be replaced. 


TOP MANAGEMENT'S FINAL 
APPRAISAL OF B. D. 


Finally, I want to say something about the 
opportunity for a successful budget director. 
First, you must completely master your job. A man 
who is successful in your field is interested in 


qualifying for a position in top management and 
there should be no limit to the level to which he 
should apply himself. Being trained in problems 
of coordination and in evaluating results in terms 
of the final results and objectives, he has much 
to commend him to top management. So many 
individuals are trained in specific functions such 
as sales, manufacturing, engineering, and finance 
that when they are called to join in top level 
management decisions they have difficulty in 
acquiring a balanced perspective and often judge 
results only from the viewpoint of the function 
which is most familiar to them. On the other hand, 
those who have engaged in budgeting work are 
apt to apply a broader perspective in evaluating 
the problems of a business and in the decisions 
that face management every day. 


However, something more than practice in 
budgeting is needed to qualify as a manager. The 
successful manager carries on his work through 
people and his most challenging job is dealing 
with people. As you work with the department 
heads in preparing the budget, you too learn to 
deal with people and to understand what needs to 
be done to inspire people to do their job well. 


In addition to a knowledge of how to implement 
an integrated program and how to deal with people, 
a top level manager must also initiate action and 
have the confidence and courage needed to take 
the primary responsibility. He mustdetermine when 
the business is not moving forward as rapidly as 
it should and must be prepared to take the proper 
action. Even when current operations look good, 
he must satisfy himself that his product, his 
customers relations and his organization are 
maintained at a high standard to prevent any 
downward trends. 


You have many of the tools which can be 
effectively usedto guide and control the operations 
of the business enterprise. I hope that individually 
and through your Society you will learn to use 
these tools well and that you will continue to 
make the same kind of progress that I have wit- 
nessed in the past thirty years. 


MARQUETTE UNIVERSITY'S School of Business Administrative curriculum for the 1957*1958 school 


year contains a course entitled ‘Management Planning and Control’ which will have as its chief instructor 


Joe Grimm, a member of the Milwaukee NSBB Chapter. The subject is a three hour credit course for BA 
degree students, and the emphasis is on’ **Budgeting.”’ 
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AN OPEN LETTER TO EX-EDITOR - GLENN BLAIR 


It isn't often one gets a chance to eulogize a person 
while he is still around to appreciate it, but we have 
one of those rare opportunities now, and we expect to 
Capitalize on the situation. 


Back in 1953 ''Technical Notes," ''Annuals" and ''The 
NSBB Newsletter'' were being issued as separate official 
publications of the National Society for Business 
Budgeting, and 1954 also had separate publications for 
disseminating information on each of the activities of 
the National organization, but in 1955 it was decided 

to incorporate the Annuals and Technical Notes publi- 
cations into a single magazine type publication. Thus 
was born Business Budgeting. 


An Editor was required to supervise the collection of 
articles and prepare them for publication, and that 
was when Glenn Blair stepped into the picture. 


It hasn't been an easy task to pry loose sufficient 

copy over the years to maintain and constantly improve 
our national publication, but Glenn, we want you to 
know that we feel you did a magnificent job in elevating 
"Business Budgeting" into the ranks of a key business 
organization publication, and one that does not have to 
take a backward step to any of them for the technical 
value it contributes to its readers. 


The entire organization owes you a tremendous amount 
of ''thanks'"' for your efforts, and on behalf of all the 
members, I want to convey to you our appreciation 

of your efforts. 


(Signed) CHARLES ECKELKAMP 
National President - NSBB 
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ABOUT OUR SPEAKER AUTHORS e 


Morris Cohen 

Mr. Cohen is the Senior Analyst, Office 
of the Chief Economist, of the National 
Industrial Conferenze Board. He has served 
in that capacity since 1953. 

Prior to that time, he was: Business 
Economist for U.S. Department of Commerce 
for four years; Economist for Building and 
Construction, Division of O. P. A. for one 
year; Economist for Tax Division of Board 
of Investigation and Research for two years. 

He has been a lecturer or instructor at 
Fatrleigh Dickinson University, City 
College of New York, Massachusetts 
Institute of Technology, and Pennsylvania 
State University. 

In 1939, he received his undergraduate 
degree from the University of Pennsylvania 
and later received advanced degrees from 
Pennsylvania State University and Harvard 
University. 

Among his professional associations 
are: American Economic Association; 
Amvrican Statistical Association; American 
Marketing Association and Metropolitan 
New York Economic Association. 

He has authored many publications 
dealing with economics. Some of them apply 
to Capital Appropriations, The Automobile 
Market, The Textile Industry and Food 
Consumption. 


IN THIS INSTANCE WE CAN NOT ONLY GIVE YOU BACK- 
GROUND INFORMATION CONCERNING OUR AUTHORS, WE CAN 
ALSO GIVE YOU ACTION PICTURES OF THE AUTHORS 
DELIVERING THEIR THOUGHTS TO THOSE ATTENDING THE 
NATIONAL CONFERENCE AT CHICAGO. 


James L. Peirce 

James L. Peirce is Vice President and 
Controller of A. B. Dick Company. He 
Joined A. B. Dick in 1934, became 
Controller in 1947 and was elected to his 
present position in 1951. 

Prior experience was gained with the 
Union Trust Company and the Celotex 
Company. 

Mr. Peirce is past President of the 
Chicago Control, Controllers Institute of 
America. He has served as a National 
Director, Regioncl Vice President and 
Chairman of the Executive Committee of 
that organization. Currently, he is a 
Trustee of the,Controllership Foundation. 

In addition, he has served on the Plan- 
ning Council of the American Management 
Association Finance Division. 

He hae authored many articles on 
Contfollership and Budgeting. 


John R. Bartizal 

Mr. Bartizal is the Chairman of the Board of Benjamin Electric Manufacturing Company. 

From 1926 to 1945, he was a lecturer in Accounting and Budgeting at Northwestem University. He wes 
Controller of Esquire, Inc. from 1933 to 1955. In 1945, he became Executive Vice President and Director 
of Clearing Machine Corporation. 

He is Vice Chairman of Northwestern Community Hospital Center of Arlington Heights, Illinois; member 
of the Church Extension Board of the Presbytery of Chicago. He served as President of Howell Neighbor 
hood house from 1947 to 1956. 

In 1941, he authored a text entitled‘'Budget Principles and Procedures’’published by Prentice Hall, Inc. 
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Nelson C. White 

Mr. White is Vice President in charge of 
Potash Division of International Minerals 
& Chemical Corporation. He joined them in 
1942 @s Assistant Manager and was 
promoted to Development Engineer, 
Assistant Manager of the Carlsbad plant, 
General Manager of the Potash Division 
prior to being elected Vice-President. 

He is a native of Rhode Island and 
received his B. S. degree from the 
University of Rhode Island. Later, he 
received a Chemical Engineering degree 
from the same school. 

Among his professional associations 
are memberships in American Institute of 
Chemical Engineers, the Electrochemical 
Society, the American Institute of Mining 
and Mettallurgical Engineers, and the 
American Chemical Society. 
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